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U.S. Trade in Financial Services: An Overview 



Summary 

Financial services — banking, securities, and insurance — are a key element of 
the U.S. economy. With international trade in services generally rising, financial 
services have become a critical element of new and proposed multilateral, regional, 
and bilateral trade agreements, as well as a source of some disputes with major 
trading partners. Congress not only oversees this critical industry, but it also has very 
substantial responsibilities with regard to U.S. trade, trade policy, and trade 
agreements, of which financial services are today an important part. 

U.S. policy has been to extend national treatment to foreign financial firms 
operating within the United States and to seek national treatment for U.S. firms 
operating abroad. In addition, the United States has sought to improve market access 
by seeking the reduction of various barriers, including, for example, limits on types 
of products that may be sold, ceilings on the level of activity, or limitations on the 
right to establish a commercial presence within a country. 

The World Trade Organization (WTO) provides the first multilateral framework 
for trade in financial services - the Financial Services Agreement (FSA) of the 
General Agreement on Trade in Services (GATS). The FSA went into effect on 
March 1, 1999, after difficult and drawn out negotiations. It’s impact has largely been 
to bind current practices, but it is a work-in-progress. Under Article XIX of the 
GATS, a new set of negotiations on services, including financial services, commenced 
in February 2000. Financial services will also likely be part of a new round of WTO 
negotiations that might be launched. 

Although the completed, but still pending, agreements with Vietnam and Jordan 
do not open up financial markets of any significant size, they may provide 
opportunities for some U.S. firms. The United States is negotiating free trade 
agreements with Chile and Singapore. The financial sectors of these two countries are 
largely open, but financial services issues, nevertheless, are important aspects of these 
negotiations. The United States is also in the midst of negotiating the proposed Free 
Trade Area of the Americas (FTAA) with the 34 countries of the Western 
Hemisphere (excluding Cuba), an area with which the United States already enjoys 
a healthy surplus in financial services. The FTAA is to be implemented by December 
2005. 

Financial services trade remains an important element of established U.S. 
regional and bilateral trade arrangements and relationships. The North American 
Free Trade Agreement (NAFTA), historically the first trade agreement to address 
financial services trade issues, fully opened the financial markets of our two NAFTA 
partners, Canada and Mexico, resulting in a financial services trade surplus for the 
United States. The European Union (EU) is fully open without a bilateral accord. 
Financial services trade with Japan is modest. It has not grown appreciably in recent 
years, and the United States has been pressing Japan to open up its financial services 
market to more trade. WTO access for China is likely to open a few opportunities for 
U.S. financial firms in the short-term, with opportunities likely increasing as the 
Chinese economy develops. This report will be updated as events warrant. 
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U.S. Trade in Financial Services: 
An Overview 



Financial services trade is foreign or cross-border trade in banking, securities, 
and insurance services. Financial services include fee-based banking and securities 
transactions, as well as a wide variety of other financial services, such as, for example, 
financial advisory, management, custodial, or brokerage services. This report presents 
an overview of trade in financial services by the United States. It begins by 
delineating the framework of U.S. foreign trade in financial services, including: 

• its importance to the U.S. economy; 

• its role in the U.S. balance of payments; 

• U.S. policy toward financial services trade and its implementation; and 

• the types of barriers that U.S. financial firms confront in marketing their 
services abroad. 

The bulk of this report, however, is devoted to a selective examination of current, 
pending, and proposed bilateral, regional, and multilateral agreements that affect this 
framework. These present the U.S. Congress with a variety of interrelated, complex, 
and, often, politically sensitive trade policy issues. 

Two Appendices examine data, data collection and coverage of U.S. trade in 
financial services and the role of two intergovernmental organizations - the 
Organization for Economic Cooperation and Development (OECD) and the Bank for 
International Settlements (BIS) - in issues related to financial services trade. 



Financial Services Trade and the U.S. Economy 

Services play an important role in the U.S. economy. The United States, l ik e 
most major economies, is a “service economy.” Gross Domestic Product (GDP) in 
2000 amounted to $9,963.1 billion. Of that amount, $5,254.0 bil li on or 52.7% was 
attributable to the production of services. The production of goods, by comparison, 
amounted to $3,793.4 billion or 38.1% of GDP. 1 Some 107.2 mi llion individuals or 
75.8% of the total civilian labor force were employed in the production of services, 
as of June 2001. 2 



1 Calculated from Table 1.3, Gross Domestic Product by Major Type of Product. U.S. 
Department of Commerce, Survey of Current Business, June 2001. The balance was 
attributable to the building of “structures.” 

2 U.S. Department of Labor. Bureau of Labor Statistics. News. The Employment Situation: 
June 2001. Table A. Online version. This figure includes government services. 
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The services category of GDP is varied. It includes, for example, transportation, 
utilities, finance, insurance, travel services, entertainment, health care, legal services, 
and social services. Most of these services never enter international trade, that is, they 
are not cross-border transactions. Rather they involve transactions such as visiting 
one’s local beautician/barber for a haircut or eating a meal at a local restaurant. 
International trade in services is, nevertheless, becoming increasingly important. 
According to the World Trade Organization (WTO), world exports of commercial 
services amounted to $1.35 trillion in 1999. 3 In the same year, the United States had 
service exports of $271.9 billion and a positive balance in its international trade in 
services of $80.6 billion. 4 

Delivery Channel One: Cross-Border Trade 

Cross-border transactions are transactions between residents and foreigners. 
Cross-border trade includes both transactions between unaffiliated parties and 
transactions within multinational companies (intra-firm trade). Cross-border 
transactions, both exports and imports, unaffiliated and affiliated (intra-firm), are 
summarized quarterly in the DOC statistical presentation of U.S. International 
Transactions, that is, the “balance of payments.” The latest data were released on 
March 15, 2001. Annual data for the year 2000 are preliminary. 5 



3 WTO. International Trade Statistics 2000, Chapter 4, Table IV.2. Online version. The 
WTO notes that trade in transportation services is significantly under-reported. 

4 U.S. Department of Commerce. Bureau of Economic Affairs. Table 1. U.S. International 
Transactions, as of March 15, 2001. On-line version. 

5 Data on U.S. financial services trade are presented in Appendix Tables 1 and 2, on p. 42- 
43, respectively. The Appendix also presents a discussion of data coverage and collection. 
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As illustrated by Figure 1, on the left below, the United States had a substantial 
current account deficit from 1 992-2000. The current account represents net exports 
of goods and services to foreigners at a particular point in time, such as the end of a 
year. Figure 2, on the right below, shows the balances on merchandise trade and on 



FIGURE 1. U.S. Current Account 
Deficit, 1992-2000 




FIGURE 2. U.S. Merchandise and 
Services Trade Balances, 1992-2000 
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services trade. The driving factor in the U.S. current account deficit has been a 
substantial merchandise trade deficit. The U.S. balance on international trade in 
services, however, has been positive throughout the period, with service exports 
exceeding service imports. Service exports have, thus, made a positive contribution 
to the balance on current account. The balance on services peaked, however, in 1997 
at $90.7 billion. Preliminary data for the year 2000 show a balance on services trade 
of $80.9 billion, a decline of 10.8% from the 1997 peak, but a slight increase from 
1999. 



FIGURE 3. U.S. Trade in Financial Figure 3 shows both exports 

and imports of financial services 
(banking and securities) and 
insurance (net) combined. Focusing 
on exports, preliminary data for 
2000 indicate that cross-border 
exports of U.S. financial services 
and insurance (premiums net of 
losses) with unaffiliated foreigners 
together accounted for $20.5 billion, 
or 6.9% of total service exports of 
$296.2 billion. The category 
included $17.9 billion in banking 
and securities services exports and 
$2.7 billion in net insurance service 
exports. Financial service and 
insurance exports increased from 
$16.2 bil li on in 1999, an increase of 



Services and Insurance (net) with 
Unafllliated Foreigners, 1992-2000p 
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27%. The bulk of this increase was attributable to a substantial increase in banking 
and in securities-related services. 

In both 1999 and 2000, the combined categories of financial services and net 
insurance had a substantial positive balance, $8.6 billion in 1999 and $8.8 billion in 
2000, the latter figure representing a slight increase from the previous year. Similarly, 
the financial services and insurance categories combined accounted for 10.6% and 
10.9% of the total services surplus in 1999 and 2000, respectively. 

As Figure 4 suggests, the large 
markets for U.S. exports of financial 
services and insurance tend to be in 
developed countries and/or in 
countries that have active financial 
sectors, such as Switzerland and 
Bermuda. Nevertheless, the category 
designated “other” accounts for 
nearly half (45 . 8 %) of combined U.S. 
financial services and insurance 
exports. Moreover, it includes some 
significant markets, such as Mexico, 
Argentina, and Brazil, which are not 
known particularly for being offshore 
financial centers. 



FIGURE 4. U.S. Exports in Financial 
Services and Insurance (net) with 
Unaffiliated Foreigners, 1999 
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Delivery Channel Two: Foreign Affiliates of Multinational 
Corporations 

Services are also delivered through affiliates of U.S. corporations operating 
abroad and foreign corporations operating in the United States. Affiliates of 
multinational companies are regarded as residents of the countries in which they are 
located. Sales by foreign affiliates of U.S. companies to foreign buyers are, therefore, 
considered, transactions between foreign persons. Similarly, sales by the U.S. 
affiliates of foreign companies to U.S. persons are transactions between U.S. 
residents. Since sales and purchases by affiliates largely occur within the same 
country, neither type of sale is an international transaction. Their value is not, 
therefore, captured by the international transactions data that are reported quarterly 
by the DOC. Instead, estimates for the services transactions of affiliates are 
developed separately as part of larger DOC studies of direct investment. 

Details on services trade of affiliates are presented annually in articles published 
in the DOC’s Survey of Current Business. 6 In 1998, the latest year for which data on 



6 The latest detailed analysis of affiliate activity and related data are presented in U.S. 
Department of Commerce. U.S. International Services: Cross-Border Trade in 1999 and 
Sales Through Affiliates in 1998. Survey of Current Business. October 2000, p.l 19-161. 

(continued...) 




